Today, the largest Islamic banks are located in the countries of the Gulf Cooperation Council (Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, and the United Arab Emirates). 4 Th e recent recession that aff ected the world economy as a whole revived the discussion on whether there is a suitable and viable alternative to the current methods of providing fi nancial services based on ethical principles in the fi nancial sector and how to implement ethical values into the banking business. Th e reason why Islamic institutions escaped the crisis relatively unscathed according to the IMF study is quite simple. Because many of the conventional practices that caused the fi nancial freeze could ever pass through an approval process of any Islamic bank's Shari' a Supervisory Board. Indeed, neither the securitization of subprime loans (which is a sale of debt) nor credit default swaps (which are the sale of promises and are rife with gharar) are acceptable. Th e global demand for Islamic products is diffi cult to quantify, but during the recently held 10th annual meeting of the World Islamic Economic Forum 2015 in Dubai it was predicted that the global Islamic economy will double to be worth $3.4 trillion in the next four years, and shown that the sukuk (Islamic bond) market is growing by more than 10 percent a year. Because of this emerging strength, the global Islamic fi nance industry has moved into the mainstream of global business that no world business hub can ignore. Th e wider acceptance of the benefi ts of Islamic fi nance can be illustrated by how several non-Muslim countries have raised fi nance by using sukuks. Singapore, Hong Kong and the UK have all successfully raised money by issuing sukuks. 6 Th is growing popularity is further supported by 57 Muslim countries 7 in the world. Here it's necessary to point out that 1/3 of all Muslims represent a minority population 8 (although sometimes very numerous) in their country of residence. Th at is one and a half billion people, which means every fi ft h person on this planet 9 .Th is data might refl ect an interesting market potential for Islamic banks or other companies with a diff erent scope of business seeking to halalize (to make halal) their products in order to gain new customers. 10
Basic features of Islamic banks
While Islamic banks play roles similar to conventional banks, fundamental diff erences exist between the two models. Th e main distinction between Islamic and conventional banks is that the former operate in accordance with the rules of Shari' a, the legal code of Islam. Th e central concept in Islamic banking and fi nance is justice, which is achieved mainly through the sharing of risk (Shiraka). Stakeholders are supposed to share profi ts and losses, charging interest is prohibited.
11
Altogether, it is an entirely diff erent banking system built on totally divergent philosophical postulates related to respecting the precepts of Islamic law. Th e moral imperatives consist namely in avoiding Haram (prohibited products and activities like alcohol, pork, porn etc.), Riba (interest or increase), excessive risk (Gharar), as well as ban on speculative transactions and gambling (Maysir). Islamic fi nancial institutions embrace the principle of sharing profi t and loss (Shiraka) and reject interest as a cost for accepting and lending money. Within these constraints services of Islamic commercial banking are off ered relying on Shari' a-compliant contracts approved by a specialized (Shari' a) Supervisory Board entrusted with the duty of directing, reviewing and supervising the bank's activities to ensure compliance with Islamic values and principles. 
Islamic fi nancing
All Islamic contracts applied in the banking fi eld are built on the legal and economic postulates of Islam that include fairness, socio-economic justice, and the principle of "real-asset-based" transactions and fi nancial instruments.
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Unlike in the conventional system where the bank pays interest for the received funds that are just lent at a higher interest rate to someone else, the Islamic doctrine relies on the idea of "no risk, no gain" implying that if someone wishes to multiply his assets (which is a virtuous act in Islam), then he must undertake adequate eff orts and eventually take responsibility for the losses incurred. Hence, although the religion prohibits interest, trading is allowed (the prophet Moham- mad was a merchant himself) and profi t as a return from business activities is allowed.
14 Th e preferred models of fi nancing in Islam are "equity-based" which include investment partnerships (Shiraka) in the form of Mudaraba or Musharaka. Additionally, the "debt-based" model of fi nancing called Murabaha ("credit sale with markup") and the leasing contract Ijara ("lease-to-purchase") are also widely used and accepted.
Examples of Islamic banking contracts
Murabaha (sale on credit for a term) is the most popular and most common form of fi nancing under Shari' a. As a fi nancing technique, it involves a request by the client to the bank to purchase a certain item for him. Th e bank does that for a defi nite profi t over the cost which is settled in advance. In fact Murabaha consists of two sales contracts: the fi rst one between the owner of goods and the bank, and the second between the bank and its client for the sale of goods at a price plus an agreed profi t margin for the bank. So it involves the purchase of goods by the bank in the fi rst step which then re-sells them to the client at an agreed mark-up. Repayment is usually in installments.
15
From the economic point of view such a fi nancing operation usually equals to (interest bearing) conventional loan. But considering the fact that we talk about a purchase agreement and that trading is supported in Islam, therefore from the legal perspective are met the requirements contained in the famous Qur'anic verse 275 of the Surat Al-Baqara: "…but Allah hath permitted trade and forbidden usury"
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. Nevertheless, some scholars have raised questions concerning the lawfulness of Murabaha because it involves aspects that resemble interest since some Islamic banks are oft en benchmarking their profi t margin to LIBOR.
As another example of Islamic fi nancing could be mentioned the Mudaraba contract that is based on a partnership in which one partner is the fi nancier (the investor, or silent partner) and the other partner (the fund manager, or working partner) manages the fi nancier's investment in an economic activity. Th e second partner (oft en an entrepreneur) has expertise in applying the venture capital into the economic activities. Both parties agree in advance to a profi t -and loss-sharing (PLS) ratio, any loss aff ects only the investor. and expect a return, they're the investors (exclusively bearing the loss if any) and the bank is the fund manager or working partner that invests the depositors' money according to Shari' a guidelines. 17 Any kind of previous guarantees concerning the expected future returns is strictly prohibited.
Legal groundwork for the practice of Islamic banking
Th e European market is witnessing growing Shari' a-compliant assets especially in the last few years and we can observe that many countries have been trying to fi nd a solution to accomodate the Islamic fi nancial institutions. Th e growing Muslim population in Europe might be one of the reasons, leading to signifi cant opportunities for entrepreneurs and investments.
18 On the following pages my main objective is to fi nd out whether the legal framework of the Czech Republic covers the practice of Islamic fi nance, and to consider and identify potential legal obstacles in Czech legislation from the point of view of Islamic banking services.
Islam and banking in the Czech Republic: current situation
Despite the fact that there are almost 50 entities operating as a bank in the Czech Republic 19 (most of them being banks from other EU-countries that are making use of the European single banking license valid throughout all 28 member states of the Union), none of them can be classifi ed as an Islamic bank or an institution off ering at least some of the Islamic banking services through the "Islamic window" model. However, some of these institutions do provide Islamic services to their clients elsewhere in the world (e.g. Citibank).
First of all, there cannot be perceived apparently any pressure of the Czech customers on the banking institutions present at this central European market to off er any religiously based services. Th e Muslim community in the Czech Republic is numerically negligible compared with that of France, Germany or the UK for example. According to the Interior Ministry 11,235 Muslims are living in the country and form about 0.1 percent of the population of 10.5 million people, compared with 7.5 percent in France. Th e survey has found that not only is the Muslim population miniscule but an absolute majority rejects fanaticism, does not seek Shari' a and has no problem living in a secular country.
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Here it is necessary to point out that based on some estimates the country has even one of the least religious populations in the world, being the country with the third most atheistic population by percentage, behind only China and Japan. 21 According to the 2010 census, the number of people who listed their religion as "Knights of the Jedi" (warriors of the "Star Wars" fi lms) actually exceeds that of the Muslims living in the country.
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Aft er mentioning some hard data above it may appear that this central European country is way too far from implementing Shari' a banking standards in the short term. Nevertheless, entrance of an Islamic bank in the long term cannot be excluded especially taking into account the ongoing immigration crisis in the EU mostly from Muslim states. Very signifi cant are also eff orts of the Czech government made to create a highly open fi nancial system in the past few years 
Czech regulatory limitations
Starting with the basic requirements for the functioning of any Islamic bank (Halal, Riba, Gharar, Maysir, Shiraka, Shari' a Board) mentioned above and various types of products off ered by such a bank, there might arise some regulatory barriers or -at least -handicaps (compared to the conventional banks) in the current Czech legal order.
Shari' a as a non-state legal system
Th e fi rst problem lies in the character of Islamic law itself which is not a codifi ed legal system, so that according to some authors 24 is not acceptable to determine Islamic law as the law governing a contract. Even based on dominant ' a-compliant) between an Islamic bank and two of the defendants that defaulted on their obligations and sought to avoid their enforcement on the ground that the agreements were for interest-bearing loans. Th erefore invalid under Shari' a, which categorically prohibits the payment and collection of interest. Th is argument might have been successful had Shari' a applied. 27 Th is means that from the contractual perspective any Islamic fi nance contract must rely on a detailed wording. Th at's not factually posing any signifi cant inconvenience because even the Czech conventional banks are off ering their clients standard form contracts with reference to extremely detailed Terms and Conditions that usually diff er from the non-compulsory provisions of the Czech law.
Business model of Islamic banks
Second, under the current legal circumstances it's also highly questionable if any Islamic bank could even be licensed by the Czech National Bank (CNB). Although the applicable Czech legislation has no ambition to impose some specifi c business model on the commercial banks, however, their business plan must be approved by the central bank as one of the conditions of issuance of the license as is specifi ed by section 4 (5) (g) of Act No. 21/1992 Coll., on Banks 28 , according to which for the licence to be granted "the bank must have a programme of operations proceeding from its proposed strategy of activities and based on realistic economic calculations" and the provision 25c (3) (i) states that the CNB exercises review and evaluation focusing on "the business model of the bank". Th e practice of Islamic fi nance is proving its profi tability in other countries, so just a mere diff erence in functioning of Islamic banks compared to the conventional industry should not pose per se any reasonable limits which was confi rmed by number of experts at the conference held in 2012 at the headquarters of the CNB in Prague. Unfortunately, the central bank's offi cials refused to share their view on the Islamic banking model itself. 
Two obligatory fi elds of banking business
Th ird, the banking license authorizes under the Czech law any bank (jointstock company having its registered offi ce established in the Czech Republic or a foreign bank having a branch in the country) which has been granted a banking licence to "accept deposits from the public" and to "provide loans"
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. Here we encounter a problem resulting from the legal defi nitions of a deposit in this Act that shall mean "any funds entrusted to the bank that constitute an obligation of the bank to the depositor to repayment thereof " and of a loan meaning "funds in any form provided temporarily". You can say anything about functioning of an Islamic bank but one thing is sure -its services are not based on depositing or temporal provision of funds. An Islamic bank actually does off er temporary interest-free loans (qard hasan) out of charitable reasons but that is not representative at all for its business model. Th e bank rather acts as a businessman and is trading with goods (not money) that is sold or leased and from which the bank generates profi t (in the form of a "provision", "fee", or "rent") or in the position of a business partner participates on real investments sharing gains (or possible losses) of such transactions.
However, the valid and eff ective legislation is prescribing to the banks to carry on obligatorily these two main banking activities (accepting deposits from the public and providing loans) referred to in paragraphs a) and b). Based on section 34 (2) (a) of Act No. 21/1992 Coll., on Banks, to the bank concerned might be its license withdrawn if it does not accept deposits from the public or provide loans for a period of 6 months.
Tax implications
From a tax perspective on the Islamic banking contract of Murabaha, which basically consists of two consecutive sales contracts, the trouble lies in the time gap between these two transactions during which the bank owns the object of purchase for a legal microsecond. If real property will be subject to such a way of fi nancing, basically an obligation arises to pay twice the real estate tranfser tax pursuant to the It is possible to predict other complicated situations involving increased costs for Islamic banks that could become quite atypically value added tax payers 31 . Also, in the case of a Murabaha contract including sale of consumer goods this time, the bank gets into the position of a businesseman and its client acts as a consumer to whom the goods are sold. As a consequence, this contract would be covered by strict liability for any defects in terms of the provision 2940 of Act No. 89/2012 Coll., New Civil Code, which implements the European directive on consumer protection in the case of defective products 32 and the bank (supplier) would have to provide compensation for damages.
Guaranteed returns and insurance of deposit claims
Finally, within the meaning of the Czech banking regulation, accepting deposits from the public is an expression of the banking monopoly on this activity and an essential feature distinguishing the banks from other businesses. However, in the system of Islamic fi nance (Shiraka models of fi nancing) are not allowed any guaranteed returns. On the contrary, the bank and its clients are sharing expected profi t or possbile loss according to a predetermined ratio, and the result of a co-fi nanced investment can never be determined in advance. Th is raises questions related on the one hand to fulfi llment of the rule contained in 1 (2) (a) of Law No. 21/1992 Coll., on Banks, stating that deposit "constitutes an obligation of the bank to the depositor to repayment" and, more importantly, on the other hand to Shari' a-compliance of the deposit insurance schemes.
Th e deposit insurance is a measure implemented in many countries to protect bank depositors even outside Europe (North America, many Asian countries etc.). Th is mechanism serves as an instrument of a fi nancial system safety net that promotes fi nancial stability and was introduced to the EU law by the directive on deposit guarantee schemes 33 in 1994. Nowadays the new directive from 2014 34 requires all 28 member states to have a deposit guarantee scheme for 100% of the deposited amount, up to 100,000 Euro per person (article 6 of the directive), and the same coverage level should apply to all depositors regardless of whether a member state's currency is the Euro (article 20 of the preamble of the directive). a certifi cate of deposit". Th is act also provides the legal basis for the establishment of the Deposit Insurance Fund into which banks shall contribute (its sources consist mainly from contributions from the banks, that is 0.04 percent of the average volume of insured deposit claims for the relevant calendar quarter according to 41c (6)). In accordance with provision 41d (1) compensation for an insured deposit claim shall be paid from the Fund to an eligible person aft er the Fund receives notifi cation in writing from the CNB that the bank is unable to meet its commitments to eligible persons under the legal and contractual conditions.
But again, such a deposit guarantee scheme is not a Shari' a-compliant system. Participation in the deposit-claims insurance scheme according to the EU principles of deposit guarantee cannot be considered by any means to conform with Shari' a that prohibits any kind of returns to be previously guaranteed based on the principle "no risk, no gain". Islamic bank as the fund manager that invests the depositors' money has no legal obligation (in the sense of Islamic law) to return the full value to its depositors. Th is is also factually impossible, because one cannot predict with absolute certainty the success of any risky investment that may result in loss or profi t. Th e primary raison d' être of the Islamic banking principles is that the depositors, banks and fi nanced clients should share their profi ts and potential losses in the typically preferred (and more risky) Shiraka models.
Unfortunately the EU member states shall ensure that the deposits are protected and make it binding for all banks on their territories. As a consequence, the Act No. 21/1992 Coll., on Banks, is penalizing non-participation in the deposit insurance system as an administrative off ence based on 36e (5) (f), that means if a bank fails to participate in the deposit-claims insurance scheme or to contribute to the Deposit Insurance Fund to the extent laid down in the Act.
Th e situation described above was resolved in the UK when licensing the oldest Islamic bank in the EU, the Islamic Bank of Britain (today Masraf Al Rayan 35 ). Actually, the British Financial Services Authority 36 did not accept a Shari' a-compliant concept for a deposit, and in the course of its licensing procedure, the Islamic Bank of Britain fully agreed to the concept of a deposit entitling the depositor to a full refund of the deposit and is complying with the obligations under the EU directive to take part in the deposit guarantee scheme into which it also makes contributions. Th e Islamic Bank of Britain's deposit contracts comprise a section stating that if the pool of funds returns a loss, the bank will, in line with the UK banking regulations and policy, off er to make good the depositor's loss and the depositor will be entitled to the deposited resources to their full extent. Nevertheless, the depositor is entitled to refuse this off er, and the Shari' a Supervisory Board also advises that a depositor who accepts the off er by the Islamic bank to redress any shortfall is not acting in a Shari' a-compliant way. 37 In this way, the Islamic banks operating in Britain are regulated "under the general powers" based on the principle of "no obstacles, but no special favours" 38 . Entitlement to the deposited resources to their full extent is an individual right and constitutes no obligation. In addition, the funds accumulated in the British Financial Services Compensation Scheme are created mostly by conventional banks so that clients of Islamic banks should not even voluntarily ask for them. Nevertheless, this changes nothing on the fact that Islamic banks operating in the UK have no regulatory exception. In order to off er their services on the British market they had to adapt to the EU regulatory regime and realize some doctrinal concessions such as participating in the deposit guarantee scheme that is inconsistent with the precepts of Islamic law.
Czech Republic on the way to halalization of its banking industry?
Examples from other European countries with developed fi nancial systems like the UK, Luxemburg or most recently Germany are showing an increasing demand for Islamic fi nancial services across Europe. And we also know that in the past few years legislation in the concerned states went through some regulatory changes (particularly in tax matters) with the arrival of this segment of fi nancial services. Th e fi rst Islamic bank to enter Germany's banking sector was Kuveyt Türk Bank at the beginning of 2015 39 but already at the 2009 conference had expressed the then executive of Federal Financial Supervisory Authority (BaFin, the fi nancial regulatory authority in Germany) his opinion on the overall conformity and readiness of the German regulatory environment to accomodate providers of the Islamic fi nancial services. 40 ous doubts about the meaningfulness of preparing the Czech legal order for the Islamic fi nance practice even in the future, especially given the absence of a thorough evaluation of the market potential of Islamic banks in the Czech Republic. Another aspects might be the relatively aloof attitude of the Czech citizens towards Islam and Muslims in general, 41 as well as growing popularity of political movements such as "We Don't Want Islam in the Czech Republic" of which supporters are actually at least fi ve times higher than the estimated number of all Muslims living in the Czech Republic. 42 Th us, it seems that in the near future no halalization of the Czech banking industry is on the agenda.
Conclusion
Eff ort has been made to provide an overview of the current global status of the Islamic fi nance industry that is no longer confi ned to the Arab Gulf countries because it proves to be successful even in Europe. Subseqently, I tried to off er an explanation of the basic special requirements (Halal, Riba, Gharar, Maysir, Shiraka, Shari' a Supervisory Board) for Islamic banks both in terms of defi ning and describing these principles as well as giving examples of various types of Islamic banking products focusing on Murabaha and Mudaraba that were examined from the Czech legal point of view on the previous pages.
In the light of the Islamic banking principles the Czech legal structure appears to be quite infl exible making it diffi cult or even impossible to fully implement the Islamic banking doctrine. As discussed above, these problems are related fi rst of all to the fundemantal feature of Islamic law as a non-state legal system, then particularly to the legal defi nition of deposits and loans in the Law No. 21/1992 Coll., on Banks, and thus presumably the non-fulfi llment of the two main banking activities under the Czech banking license. Other issues are concerning some aspects of the consumer or tax law as well as Shari' a-compliance of the deposit insurance schemes.
Yet the question remains whether it makes sense to adapt the regulatory environment for Islamic banking institutions following the example of some other European countries, especially when considering the absence of any prior thorough evaluation of the market potential of Islamic banks in the Czech Republic, as well as a relatively reserved attitude of the Czech citizens towards anything that has to do with Islam. Out of these reasons it rather appears that in the near future no halalization of the Czech banking industry will be on the agenda.
